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EXPOSURE DRAFT 




MAY 31, 1979 
Prepared by the AICPA Auditing Standards Board 
For comment from persons interested in auditing and reporting 
Comments should be received by July 3 1 , 1979, and addressed to 
the AICPA Auditing Standards Division, File 3250 
AICPA, 1211 Avenue of the Americas, New York, N.Y. 10036 
American Institute of Certified Public Accountants 
1211 Avenue at the Americas New York, New York 10036 (212) 575-6200 
May 3 1 , 1979 
An exposure draft of a proposed Statement on Auditing Standards (SAS) entitled Associ-
ation With Financial Statements accompanies this letter. The proposed guidance would 
supersede existing SASs on unaudited financial statements—SAS No. 1, sections 516, 
517, and 518, and SAS No . 15, paragraphs 13-15 . These changes are necessary because of 
the new division of responsibility between the AICPA Auditing Standards Board and the 
AICPA Accounting and Review Services Committee . 
The AICPA Accounting and Review Services Committee was formed as the senior technical 
committee of the Institute designated to develop procedures and standards of report-
ing for the services a CPA may render in connection with the unaudited financial 
statements of a nonpublic entity. When this committee was formed it was recognized 
that existing AICPA pronouncements might conflict with the results of projects con-
templated and would, accordingly, require reconsideration. 
The first Statement on Standards for Accounting and Review Services (SSARS) , Compila-
tion and Review of Financial Statements, was issued in December 1978. It provides 
guidance for reporting on unaudited financial statements of nonpublic entities . It is 
effective for reports on financial statements for periods ending on or after July 1, 
1979. 
In light of these developments, the AICPA Auditing Standards Board is proposing the 
accompanying changes to existing AICPA pronouncements applicable to unaudited finan-
cial statements. The AICPA also plans to withdraw the publication Guide For Engage-
ments of CPAs to Prepare Unaudited Financial Statements on July 1, 1979. 
The proposed SAS defines association as it is used in the fourth reporting standard and 
identifies the professional standards applicable when an accountant is associated 
with (1) the financial statements of a public entity or (2) a nonpublic entity's finan-
cial statements he has been engaged to examine in conformity with generally accepted 
auditing standards . It is not applicable to situations covered by SSARS No. 1. 
The proposed SAS also provides guidance for reports on comparative financial 
statements when only one period has been audited. A proposed Statement on Standards 
for Accounting and Review Services entitled Reporting on Comparative Financial 
Statements is also being exposed to provide guidance for reporting on comparative 
financial statements of a nonpublic company that have been compiled or reviewed. 
Comments or suggestions on any aspect of the exposure draft will be appreciated. The 
AICPA Auditing Standards Board's consideration of responses will be helped by expla-
nations of the reasons for comments. 
In developing guidance, the AICPA Auditing Standards Board considers the relationship 
between the cost imposed and the benefits reasonably expected to be derived from au-
dits . It also considers differences that the auditor may encounter in the audit of the 
financial statements of small businesses and, when appropriate, makes special provi-
sions to meet those needs. Thus, the Board would particularly appreciate comments on 
those matters. 
AICPA 
Responses should be addressed to the AICPA Auditing Standards Division File 3250 in 
time to be received by July 31, 1979. Written comments on the exposure draft will become 
part of the public record of the AICPA Auditing Standards Division and will be avail-
able for public inspection at the offices of the American Institute of Certified Pub-
lic Accountants after August 15, 1979, for one year. 
Sincerely, 
Philip B. Chenok, Chairman 
Auditing Standards Board 
D. R. Carmichael 
Vice President, Auditing 
This exposure draft has been sent to-
• practice offices of CPA firms 
• members of AICPA Council and technical committee 
chairmen 
• state society and chapter presidents, directors, and 
committee chairmen 
• organizations concerned with regulatory, supervisory, or 
other public disclosure of financial activities 
• persons who have requested copies 
PROPOSED STATEMENT ON AUDITING STANDARDS 
ASSOCIATION WITH FINANCIAL STATEMENTS 
(Supersedes Statement on Auditing Standards No. 1 , sections 516, 517, and 518 and 
Statement on Auditing Standards No. 15, paragraphs 13-15)1 
1. The fourth standard of report-
ing is: 
The report shall either contain an ex-
pression of opinion regarding the fi-
nancial statements, taken as a whole, 
or an assertion to the effect that an 
opinion cannot be expressed. When 
an overall opinion cannot be ex-
pressed, the reasons therefor should 
he stated. In all cases where an au-
ditors name is associated with finan-
cial statements, the report should con-
tain a clear-cut indication of the 
character of the auditor's examination, 
if any, and the degree of responsibility 
he is taking. 
The objective of the fourth reporting 
standard is to prevent misinterpreta-
tion of the degree of responsibility 
t h e accountant assumes when his 
n a m e is associated with financial 
statements in such a manner as to 
imply he is acting as an independent 
public accountant. 
2. This Statement defines "as-
sociation" as that term is used in the 
fourth reporting standard. It pro-
vides guidance to an accountant as-
sociated with the financial s ta te-
ments of a public entity or with a 
n o n p u b l i c en t i t y ' s f inancial 
statements that he has been engaged 
to e x a m i n e in a c c o r d a n c e wi th 
1
 This Statement amends SAS No. 2 by the 
addition of the following to footnote 10: 
If an accountant is engaged to conduct an 
examination of the financial statements of 
a nonpublic entity in accordance with 
generally accepted auditing standards, 
but is requested to change the engage-
ment to a review or compilation of the 
statements, he should look to the guid-
ance in Statement on Standards for Ac-
counting and Review Services: No. 1, 
paragraphs 44-49. 
generally accepted audit ing stan-
dards.2 
3. An accountant is associated 
with financial statements when he 
has consented to the use of his name 
in a report, document, or written 
c o m m u n i c a t i o n con t a in ing t h e 
statements.3 Also, when an accoun-
tant submits to his client or others 
financial statements that he has pre-
pared or assisted in preparing, he is 
d e e m e d to be assoc ia ted even 
though the accountant does not ap-
pend his name to the statements. Al-
though the accountant may partici-
pate in the preparation of financial 
statements, the statements are rep-
resentations of management, and the 
fairness of their presentation in con-
formity with generally accepted ac-
counting principles is management 's 
responsibility. 
4. An accoun tan t may be as-
sociated with audited or unaudited 
f inancial s t a t e m e n t s . F inanc i a l 
statements are audited if the accoun-
2
 For purposes of this Statement, a public en-
tity is any entity (a) whose securities trade in 
a public market either on a stock exchange 
(domestic or foreign) or in the over-the-
counter market, including securities quoted 
only locally or regionally, (b) that makes a 
filing with a regulatory agency in prepara-
tion for the sale of any class of its securities 
in a public market, or (c) a subsidiary, corpo-
rate joint venture, or other entity controlled 
by an entity covered by (a) or (b). (This 
Statement amends SAS No. 24, footnote 1, 
by substituting the foregoing definition of a 
public entity.) Statements on Standards for 
Accounting and Review Services provide 
guidance in connection with the unaudited 
financial statements or other unaudited fi-
nancial information of a nonpublic entity. 
3
 However, this Statement does not apply to 
data, such as tax returns, prepared solely for 
submission to taxing authorities. 
rant has applied auditing procedures 
sufficient to permi t him to report on 
them as described in Statement on 
Auditing Standards No. 2, Reports 
on Audited Financial Statements. 
T h e u n a u d i t e d i n t e r i m financial 
statements (or financial information) 
of a public entity are reviewed when 
the accountant has applied proce-
dures sufficient to permit him to re-
port on them as described in State-
ment on Auditing Standards No. 24, 
Review of Interim Financial Infor-
mation . 
Disclaimer of Opinion on 
Unaudited Financial Statements 
5. W h e n an accountan t is as-
sociated wi th the financial s ta te-
ments of a public entity, but has not 
aud i t ed or r e v i e w e d 4 such s ta te -
ments, the form of report to be is-
sued is as follows: 
The accompanying balance sheet of X 
Company as of December 31, 19X1, 
and the related statements of income 
and retained earnings and changes in 
financial position for the year then 
ended were not audited by us and ac-
cordingly we do not express an opin-
ion on them. 
(Signature and date) 
This disclaimer of opinion is the 
means by wh ich t h e a c c o u n t a n t 
In the rare circumstances when a public en-
tity does not have its annual financial 
statements audited, an accountant may be 
requested to review its annual or interim 
financial statements. In those circum-
stances, an accountant may make a review 
and may look to the guidance in Statements 
on Standards for Accounting and Review 
Services for the standards and procedures 
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complies with the fourth standard of 
reporting when associated with un-
audited financial statements in these 
circumstances. The report may ac-
company the unaudited financial 
statements or it may be placed di-
rectly on them. In addition, each 
page of the financial statements 
should be clearly and conspicuously 
marked as unaudited. When an ac-
countant issues this form of dis-
claimer of opinion, he has no respon-
sibility to apply any procedures. Any 
procedures that may have been 
applied should not be described, ex-
cept in the limited circumstances 
described in paragraphs 17-19. De-
scribing procedures that may have 
been applied might cause the reader 
to believe the financial statements 
have been audited or reviewed. 
6. If the accountant is aware that 
his name is to be included in a 
client-prepared written communica-
tion of a public entity containing fi-
nancial statements that have not 
been audited or reviewed, he should 
request (a) that his name not be 
included in the communication or 
(b) that the financial statements be 
marked as unaudited and that there 
be a notation that he does not ex-
press an opinion on them. If the 
client does not comply, the accoun-
tant should advise the client that he 
has not consented to the use of his 
name and should consider what 
other actions might be appropriate.5 
Disclaimer of Opinion When 
Not Independent 
7. The second general standard 
of generally accepted auditing stan-
dards requires that "In all matters 
relating to the assignment, an inde-
pendence in mental attitude is to be 
maintained by the auditor or au-
ditors." The independent public ac-
countant must be without bias with 
respect to the client, since otherwise 
he would lack that impartiality 
necessary for the dependability of 
his findings. Whether the accoun-
tant is independent is something he 
must decide as a matter of profes-
sional judgment. 
5
 In considering what actions, if any, may be 
appropriate in the circumstances, the ac-
countant may wish to consult his legal coun-
sel. 
8. When an accountant is not in-
dependent , any procedures he 
might perform would not be in ac-
cordance with generally accepted 
auditing standards, and he would be 
precluded from expressing an opin-
ion on such statements. Accordingly, 
he should disclaim an opinion with 
respect to the financial statements 
and should state specifically that he 
is not independent. In these circum-
stances, if the financial statements 
are those of a nonpublic entity, the 
accountant should look to the guid-
ance in Statements on Standards for 
Accounting and Review Services. 
9. In all other circumstances, 
regardless of the extent of proce-
dures applied, the accountant should 
follow the guidance in paragraph 5, 
except that the disclaimer of opinion 
should be modified to state specifi-
cally that he is not independent. 
However, the reasons for lack of in-
dependence and any procedures he 
has performed should not be de-
scribed; including such matters 
might confuse the reader concerning 
the importance of the impairment of 
independence. An example of such a 
report is as follows: 
We are not independent with respect 
to XYZ Company, and the accompany-
ing balance sheet as of December 31, 
19X1, and the related statements of 
income and retained earnings and 
changes in financial position for the 
year then ended were not audited by 
us and accordingly we do not express 
an opinion on them. 
(Signature and date) 
Circumstances Requiring a 
Modified Disclaimer 
10. If the accountant concludes 
on the basis of facts known to him 
that the unaudited financial 
statements on which he is disclaim-
ing an opinion are not in conformity 
with generally accepted accounting 
principles, which include adequate 
disclosure, he should suggest appro-
priate revision; failing that, he 
should describe the departure in his 
disclaimer of opinion. This descrip-
tion should refer specifically to the 
nature of the departure and, if prac-
ticable, state the effects on the finan-
cial statements or include the neces-
sary information for adequate disclo-
sure. 
11. When a departure from gen-
erally accepted accounting princi-
ples involves inadequate disclosure, 
it may not be practicable for the ac-
countant to include the omitted dis-
closures in his report. For example, 
when management has elected to 
omit substantially all of the disclo-
sures, the accountant should clearly 
indicate that in his report, but the 
accountant would not be expected to 
include such disclosures in his re-
port. 
12. If the client will not agree to 
revision of the financial statements 
or will not accept the accountant's 
disclaimer of opinion with the de-
scription of the departure from gen-
erally accepted accounting princi-
ples, the accountant should refuse to 
be associated with the statements 
and, if necessary, withdraw from the 
engagement. 
Reporting on Comparative 
Financial Statements When One 
Period Is Unaudited 
13. When unaudited financial 
statements are presented in com-
parative form with audited financial 
statements in documents filed with 
the Securities and Exchange Com-
mission, such statements should be 
clearly marked as "unaudited," but 
should not be referred to in the au-
ditor's report. 
14. When unaudited financial 
statements are presented in com-
parative form with audited financial 
statements in any other document, 
the financial statements that have 
not been audited should be clearly 
marked to indicate their status and 
either (a) the report on the prior 
period should be reissued (see SAS 
No. 1, section 530.06 to .08)6 or (b) 
the report on the current period 
should include as a separate para-
graph an appropriate description of 
the responsibility assumed for the fi-
nancial statements of the prior 
period (see paragraphs 15 and 16). 
6
 For reissuance of a compilation or review 
report, see Statements on Standards for Ac-
counting and Review Services. 
Either reissuance or reference in a 
separate paragraph is acceptable; the 
accountant should consider the cur-
rent form and manner of presenta-
tion of the financial statements of the 
prior period in both circumstances. 
15. W h e n the financial s ta te-
ments of the prior period have been 
audited and the report on the cur-
rent period is to contain a separate 
paragraph, it should indicate (a) that 
the financial statements of the prior 
per iod were examined previously, 
(b) the date of the previous report, 
(c) t h e t ype of opinion expressed 
previously, (d) if the opinion was 
other than unqualified, the substan-
tive reasons therefor, and (e) that no 
auditing procedures were performed 
after the date of the previous report. 
An example of such a separate para-
graph is as follows: 
The financial statements for the year 
ended December 31, 19X1, were 
examined by us (other accountants) 
and we (they) expressed an unqual-
ified opinion on them in our (their) re-
port dated March 1, 19X2, but we 
(they) have not performed any audit-
ing procedures since that date. 
16. W h e n the financial s tate-
ments of the prior period have not 
been audited and the report on the 
current period is to contain a sepa-
rate paragraph, it should include (a) 
a s tatement of the service performed 
in the prior period, (b) the date of 
the report on that service, (c) a de-
scription of any material modifica-
tions noted in that report, and (d) a 
s ta tement that the service was less in 
scope than an audit and does not 
provide the basis for the expression 
of an opinion on the financial state-
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ments taken as a whole. When the 
financial statements are those of a 
public entity, the separate paragraph 
should include a disclaimer of opin-
ion (see paragraph 5) or a description 
of a review. When the financial 
statements are those of a nonpublic 
entity and the financial statements 
were compiled or rev iewed, the 
separate paragraph should contain 
an appropriate description of the 
compilation or review. For example, 
a separate paragraph describing a 
review might be worded as follows: 
The 19X1 financial statements were 
reviewed by us (other accountants) 
and our (their) report thereon, dated 
March 1, 19X2, stated we (they) were 
not aware of any material modifica-
tions that should be made to those 
statements for them to be in confor-
mity with generally accepted account-
ing principles. However, a review is 
substantially less in scope than an 
audit and does not provide a basis for 
the expression of an opinion on the 
financial statements taken as a whole. 
A separate paragraph describing a 
compilation might be worded as fol-
lows: 
The 19X1 financial statements were 
compiled by us (other accountants) 
and our (their) report thereon, dated 
March 1, 19X2, stated we (they) did 
not audit or review those financial 
statements and, accordingly, express 
no opinion or other form of assurance 
on them. 
Negat ive Assurance 
17. When an accoun tan t , for 
whatever reason, disclaims an opin-
ion on financial statements, his dis-
claimer should not be contradicted 
7 
by the inclusion of expressions of as-
surance on the absence of knowledge 
of d e p a r t u r e s from genera l ly ac-
cepted accounting principles except 
as specifically recognized as appro-
priate in applicable standards estab-
lished by the American Insti tute of 
Certified Public Accountants. 
18. N e g a t i v e a s s u r a n c e s , for 
example, are permissible in letters 
required by security underwri ters in 
which the independent auditor re-
ports on limited procedures followed 
with respect to unaudited financial 
s tatements or other financial data 
pert inent to a registration s tatement 
filed with the Securit ies and Ex-
change Commission (see SAS No. 1, 
section 630, "Letters for Underwrit-
ers"). 
19. An accountant may also be 
requested to describe limited proce-
dures followed with respect to unau-
dited financial statements of a public 
entity, similar to those performed for 
a letter for underwri ters , in connec-
tion with an acquisition agreement 
and give negative assurance regard-
ing the financial s tatements taken as 
a whole. Acceptance of such an en-
gagement is appropriate if (a) the 
prospective buyer or seller, as ap-
propriate, has a clear understanding 
of the procedures to be performed 
and agrees that the procedures are 
sufficient for their purposes, (b) dis-
tribution of the report is to be re-
stricted to the prospective buyer or 
seller of an entity, and.(c) the ac-
countant has examined the entity's 
financial statements for a period in-
cluding or immediately prior to that 
to which the negative assurance re-
lates or has completed an examina-
tion for a later period. 
